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PREFACE 


This issue of /nternational Conciliation has been prepared to 
guide the general reader in studying the intricate problem of inter- 
governmental war debts which is now being so widely discussed. 
In these pages will be found a brief historical review, various 
articles dealing with the general question, a record of the negotia- 
tions between the United States and the debtor nations between 
November 10 and December 15, 1932, and the text of the President’s 
special message to Congress on December 19, 1932, dealing exclu- 
sively with the war debts. As a matter of record there have also 
been included the texts of the telegrams exchanged between Presi- 
dent Hoover and President-elect Roosevelt on the subject of their 
possible cooperative action in respect to foreign problems. 

In assembling this document no attempt has been made to do more 
than encourage farther study. An authoritative and scholarly dis- 
cussion of the whole question may be found in a recent publication 
of The Brookings Institution, Washington, D.C., entitled “War 
Debts and World Prosperity.” It was of course impossible to publish 
the texts of the scores of official communications exchanged thus far 
in the negotiations and equally impossible to make an arbitrary 
selection from them. These texts may be obtained upon application 
to the State Department at Washington. 


NicHoLAs Murray BuTLER 
New York, January 16, 1933. 
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TO REVISE OR NOT TO REVISE: THE DEBTS ISSUE’ 


By 
CHARLES MERZ 


THE Dest STRUCTURE 


The purposes of the American war loans, the amounts involved, 
the manner in which the loans were used and the agreements made 
for their repayment—all this is a story retold many times since 
revision was first suggested in 1926. But a summary of the central 
facts, a vest-pocket primer of the war debts, is useful in the light 
of the British and French proposals. 

During the war and shortly after the armistice twenty’ different 
nations borrowed a total of $10,338,000,000 from the United States. 
This borrowing was distributed as follows: 


Great Britain 
France 

Italy . 
Belgium 
Russia 
Poland 
Czechoslovakia 
Yugoslavia 
Rumania 
Austria . 
Ten others 


Total . 


(FIGURES IN MILLIONS) 


Pre- 
Armistice 


$3,696 
1,970 
1,031 
172 
188 


$7,077 


Post- 
Armistice 


$581 
I 1435 
617 
207 
5 
160 
92 
42 
38 
24 
60 


$3,261 


Total 


$4,277 
3,495 
1,648 
379 
193 
160 
92 

52 

38 

ed 

70 


$10,338 


The “ten others” include certain small States whose borrowings, 
from our point of view, were wholly nominal: Greece, $15,000,000; 


1Reprinted by permission from The New York Times, November 20, 1932. 


*See p. 34. 
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Estonia, $14,000,000; Armenia, $11,000,000; Cuba, $10,000,000; 
Finland, $8,000,000; Latvia and Lithuania, $5,000,000 each; Hun- 
gary, $1,600,000; Nicaragua, $166,000, and Liberia, $26,000. It will 
be seen that by far the largest part of the loans went to three na- 
tions, Great Britain, France and Italy. Their borrowing accounts, 
in fact, for 90 percent of the total. The borrowing of the eight 
largest debtors—as far down the list as Rumania, with Russia ex- 
cluded from the count because that country has made no agreement 
to repay its debt—accounts for 97 percent of the total. 

These were the war loans. How were they spent? 

Statements furnished to the United States Treasury Department 
during the period when the loans were made showed total expen- 
ditures by the borrowing nations in this country for the following 


purposes: 


(FIGURES IN MILLIONS) 


Munitions, including remounts ............. . $2,493 
Munitions for other governments ...... > ote = 205 
Cotton andiemchange ... . « 6s * # is me 2,645 
EM = 6 a sci), “Seles uk) GR tee GOR QP A Py osteee 1,422 
Other foods . . Eve twenties Meg tee Se Ee eos ae ee 1,630 
TObateo. 2x es RGR ST. i 5 ed PS ee ole 145 
Other supplies ne 2 5 eee oat SSeS aire oa 613 
Transportation . ee a ee ee ee ae ee 136 
Shipping ... Pe Kn SEALS ed ah ee eo! BO eee: ce 173 
Interest and maturities ....... i ee ee ae 1,379 
Relief. eRe eis pa Ba cae te Agree cla oi agen aed a i 538 
Miscellaneous re 2 eee ee ae ee 489 

Total .. de <p Sales bores sack ch etn oe eke caesar 


This table is not entirely satisfactory, though it is the best avail- 
able. The total figure for expenditures is about Io percent larger 
than the total shown in the preceding table, presumably because the 
debtor nations used other resources than those provided by the 
war loans in making their purchases from this country. Purchase of 
various commodities is included under the heading of “exchange.” 
Some of the miscellaneous expenditures were for silver. But it is 
clear that the great bulk of the loans was spent in the United States 
and that it went to buy American munitions, American cotton, 
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American grain, American tobacco, and American transportation. 


How did the debtor nations agree to repay the sums which they 
had borrowed ? 

In 1922 Congress created a World War Foreign Debt Commis- 
sion. This commission opened communication with all of the debtor 
governments. After several years of negotiations it arrived at a 
series of agreements which were subsequently ratified by Congress 
and by the debtor governments concerned. The first of these agree- 
ments (with Finland) was signed in 1923; the last (with Austria) 
in 1930. 

The agreements provided for repayment of the loans over a 
period of sixty-two years. Interest was charged at rates which 
varied strikingly in different cases, in accordance with the commis- 
sion’s estimate of probable “capacity to pay.” The following table 
shows the original principal of the debts, together with accrued 
interest at the time when they were funded; the average rate of 
interest charged for the sixty-two years covering the period of 
repayment, and the total amount in principal and interest which the 
debtor governments agreed to pay by the year 1987: 


(DoLLAR FIGURES IN MILLIONS) 








Principal Per Total 

and Interest} Cent of Principal 

at Time Interest jand Interest 

of Funding} Charged | to Be Paid 
Great Britain $4,600 3.306 $11,105 
France 4,025 1.640 6,848 
Italy 2,042 .405 2,408 
Belgium . 418 1.790 729 
Poland 179 3.306 436 
Czechoslovakia 115 3.327 313 
Yugoslavia 63 1.030 95 
Rumania 45 3.321 123 
All others . WU. .measeon 131 
Total . 065,066 Pisses: $22,188 











[11] 


. 
‘ 
; 
j 
4 
‘| 








96 


The table shows that, if interest is added to principal, the debtor 
nations agreed to repay a good deal more than they received in 
loans. They borrowed $10,388,000,000. They agreed to repay 
$22,188,000,000. For every dollar they borrowed, they agreed to 
pay two dollars in return. 

How much have they actually paid to date? The following table 
shows the present status of the war debts: 

















(FIGURES IN MILLIONS) 


































Principal Total t Present 

at Time of | Payments Indebt- 

Funding to Date edness 

Ns See $4,600 $1,912 $4,398 

NS cee pe OTE gel 4,025 486 3,864 

ce E Pinc! veh de age ie 2,042 98 2,005 

ne nt rama ae Gens 418 52 401 
OS a a eee 179* 2: 206 «| 

Czechoslovakia .. 5 oh cabei 115* 18 167 

I gc cae co: Sat ohne 63 2 61 

EG sects.“ Face? aya se ae bo 45* 5 64 

PEED 5 a arse ce ee 78* 32 301 
Me EORA stake ee at cde $11,565 $2,628 $11,466 | 





The table shows that the debtor nations have made little progress 
thus far in reducing their indebtedness; this is because most of the 
payments made to date have been payments of interest rather than 
of principal. But the table shows that in principal and interest 
combined, the debtor nations have paid us $2,628,000,000. This is 
about one-fourth of the amount they originally borrowed. 

With this much by way of a summary of the past—how the loans 
were made, how they were spent, what agreements were made for 
their repayment and how much has been repaid to date—let us now 
turn to the future and examine the arguments presented on both 
sides in the debate which has already begun over the proposal for 
revision. 

* Figures now somewhat higher due to deferred payment provided for in funding agree 


ments 
t Payments on principal deducted. 
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THe DEBATE 


I. Post-Armistice Loans 


The first point on which there is disagreement concerns the loans 
made after the armistice. Opponents of any change in the present 
structure of the debts point out that, as the first table shows, more 
than $3,000,000,000 was lent to Europe after November 11, 1918. 
This $3,000,000,000 was not used to help win the war. It was used 
for purposes of domestic reconstruction. Opponents of revision 
therefore argue that it is inaccurate to describe the loans as a war 
expenditure made in the interest of the American people. Nearly 
a third of the loans were made after the war had ended. 

There is no questioning the fact that credits amounting to more 
than $3,000,000,000 were granted after the armistice. But among 
the reasons why the United States continued to make loans was a 
desire not only to assist Europe but to protect certain American 
interests. On this point it is useful to recall a now-forgotten 
sequence of events. 

When the war ended the British Government withdrew its orders 
for the purchase of American foodstuffs at prevailing wartime 
prices. As head of the United States Food Administration, Herbert 
Hoover at once wrote to President Wilson explaining how seriously 
American interests would be injured by a cancellation of these 
orders : 

The allied food necessities have been outlined from time to 
time by a series of programs made up by the Inter-Allied Food 
Council. * * * Our manufacturers have provided the particu- 
lar types of manufacture required by each of these govern- 
ments and have enormous stocks of these materials in hand 
ready for delivery. * * * If there should be no remedy to this 
situation we shall have a débacle in the American markets, and 
with the advances of several hundred million dollars now out- 
standing from the banks to the pork-products industry, we shall 
not only be precipitated into a financial crisis but shall betray 
the American farmer who has engaged himself to these ends. 
The surplus is so large that there can be no absorption of it in 
the United States, and it, being perishable, will go to waste. 


New loans were accordingly advanced to European nations, in 
part, though not in whole, for the purpose of postponing a post-war 
price deflation in this country, particularly with respect to prices 
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of agricultural products. It is a strange irony that Mr. Hoover, 
who interfered fourteen years ago in the interest of the American 
farmer, should now be called upon by fate to address the American 
farmer on the question of reopening the debt agreements. 


Il. The Amount Canceled 


A second point in dispute is the extent to which the United States 
has already scaled down the debts of the European nations. Those 
who oppose any change in the existing contracts argue that we have 
treated our debtors with exceptional generosity and have already 
canceled most or all of their pre-armistice borrowing. 

This argument is based on the fact that in the agreements nego- 
tiated by the World War Foreign Debt Commission the United 
States charged its debtors less than commercial rates of interest, 
As we have noted, these rates varied from .405 percent in the case 
of Italy to 3.327 in the case of Czechoslovakia. The average for 
all debtors was 2.135. Since this rate was well below the actual 
cost of money, some cancellation unquestionably occurred. How 
much, is a question in dispute. 

Assuming that for sixty-two years we could properly have 
charged our debtors interest at 5 percent, the rate which their notes 
originally bore, then 51.3 percent of their obligations were canceled 
by our debt agreements. On the assumption that we could have 
charged interest at 4% percent, the average cost of money to the 
Federal Government at the time the loans were made, the percent- 
age of cancellation becomes 43.1 percent. On the assumption that 
we could have charged interest at 3 percent, the Treasury’s estimate 


_ 


in 1926 of the average cost of money to the United States during 


the life of the debt agreements, the percentage of cancellation falls 
to 23.9 percent. 

As a rule, those who oppose any change in the present contracts 
make the first of these three assumptions, and thereby prove that 
the United States has canceled more than half of Europe’s obliga- 
tions. Those who favor a change make the third assumption, and 
thereby prove that the United States has canceled less than 4 
quarter of the war debts. 

Both groups are right in their arithmetic. Which is nearef 
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right in fact depends upon the rate of interest which can properly 
be used as a basis for such calculations. This is a matter of opinion. 


III. Capacity to Pay 

However large or small the percentage of cancellation in existing 
treaties, it is argued by those who approve these contracts that they 
impose no charges beyond the present capacity of the debtor nations. 
In support of this argument it is pointed out that the amount allotted 
for debt service in the budgets of the chief debtor countries is less 
than 5 percent of their total governmental expenditures. It is also 
pointed out that the debtor countries spend much more for arma- 
ments than for payment of principal and interest on their war debts. 
In 1931 our five most important debtors were committed to pay 
$228,000,000 to the United States. In the same year they spent 
$1,536,000,000 for armaments. 

Those who take the other side of the argument necessarily agree 
that reduction of armaments would save money for the debtor 
governments. But they insist that it is a mistake to assume that 
reduction of armaments would automatically increase the ability 
of these governments to make payments to the United States. 

Armaments are purchased and maintained with domestic currency 
and domestic credit; under the terms of their agreements with 
the United States, the debtor nations are required to pay their debts 
in gold. If they lack gold, they cannot acquire it merely by cancel- 
ing orders for a thousand cannon being manufactured in domestic 
factories or by stopping construction of ten battle cruisers being 
built in domestic shipyards. For no new gold would be created 
by these economies; and for debtor nations lacking an adequate 
reserve of gold the problem would still be one of paying their debts 
to the United States by acquiring credits in this country through the 
sale of goods, despite our tariffs. 

This problem of transferring wealth across national frontiers 
seems to many advocates of a change to furnish a compelling reason 
for revision of the debt agreements. The United States did not 
have to solve this problem when the war loans were originally made. 
For we did not loan pounds to England or francs to France. We did 
not loan gold. Our gold reserves, in fact, increased by $249,000,000 
while we were making loans. What the United States loaned was 
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munitions, cotton, wheat, flour, textiles, and tobacco. The debtor 
nations borrowed these goods at prices which reached their peak 
in the years from 1917 to 1920. Prices have subsequently fallen by 
more than 40 percent. The burden of the debts has increased 
accordingly. 

Moreover, depreciation of European currencies has further com- 
plicated the problem of “transfer.” With the pound at par, England 
would need about £20,000,000 to pay principal and interest due the 
United States next month. With the pound at $3.32, England would 
need about £29,000,000. Depreciation of sterling has thus added 
45 percent to the British payment. In greater or less degree, cur- 
rency depreciation elsewhere has added to the payments of Italy, 
Yugoslavia, Finland, Greece, and other debtor nations. 

“Transfer” is not a major problem when gold reserves are ade- 
quate. It is bound to be when they are not. 


IV. Debts and Reparations 

Between debts and reparations the line is clearly drawn in Ameri- 
can State papers. As early as 1920 President Wilson insisted, ina 
letter to Mr. Lloyd George, that “this government [the United 
States] has endeavored heretofore in a most friendly spirit to make 
it clear that it cannot consent to connect the reparation question 
with that of intergovernmental indebtedness.” From this point 
forward every administration in Washington has consistently main- 
tained that the two great sets of financial obligations created by the 
war are wholly unrelated. 

Opponents of revision therefore argue that debts and reparations 
are distinct in law and in theory. Advocates of revision insist that 
while they are distinct in law and in theory, in practice they have 
been related closely. The original claims for reparation made by 
the victorious Powers in Europe were designed in large part to 
cover the cost of repaying their debts to the United States, The 
Young Plan, negotiated under American leadership, though not 
with the official participation of the American Government, estab- 
lished a direct connection between the two accounts. 

Later on, the moratorium, which interrupted both sets of pay- 
ments, was proposed on American initiative. The conversations 
between President Hoover and Premier Laval in October, 1931, 
had not resulted, and could not have resulted, in an understanding 
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binding upon Congress. But the joint statement issued by Mr. 
Hoover and M. Laval asserted that some agreement concerning 
intergovernmental debts “may be necessary covering the period of 
business depression,” and proposed that “the initiative in this matter 
should be taken at an early date by the European Powers principally 
concerned,” acting within the framework of the Young Plan. 

This seemed to suggest that Europe negotiate a reparations settle- 
ment so clearly designed to restore confidence that Congress would 
feel justified in making an American contribution toward final 
liquidation of the war. 

The agreement reached at Lausanne in July, for all practical 
purposes putting an end to reparations, was made to depend for 
its ratification on “a satisfactory settlement” of Europe’s debts to 
the United States. 


V. Debts and Trade 


Up to the present point we have considered arguments based upon 
conflicting opinions as to the generosity of the original settlements, 
the capacity of European governments to pay, and the nature of the 
relationship of debts to reparations. There remains the important 
question of American self-interest. 

Those who oppose revision of the debts insist that if Europe does 
not pay, the burden of repayment will inevitably be shifted to the 
shoulders of American taxpayers. It is impossible to dispute this 
argument successfully. The United States Government has issued 
bonds which cover the amount loaned to the debtor nations. It 
must pay interest on these bonds and, when it is not running rapidly 
into debt itself, amortize the principal. To the extent that European 
payments are reduced, the slack must be taken up in this country. 

Advocates of revision admit that any reduction of the debts must 
be accompanied by other means of increasing the revenues of the 
government. But they argue that debt payments are a relatively 
small item in the Federal budget, amounting to less than 8 percent 
of the government’s annual expenditures. They believe that reduc- 
tion of the debts would be followed by an increase of foreign trade, 
paving the way for a recovery of business which would greatly 
enlarge the yield of taxes. They point out that if foreign trade 
were back at its 1929 level, additional receipts from customs would 
in themselves offset loss of payments on the war debts. 
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Is it reasonable to assume that foreign trade would i pagans pth 
debts were substantially reduced? 

On the relationship of debts to trade conflicting views afe held. 
“We have heard much discussian about the effect of the.debt pay- 
ments on our foreign trade,” wrote ex-President Coolidge in the 
July Cosmopolitan. “After we made our settlements aiid payments 
began to be made to us our foreign trade and the foreign trade in 
general of all the world flourished. No one could say tHat it would 
have been more or less if. gp eliation had taken plae¢, but every- 
one would have to admit tha the payments were not an insuperable 
obstacle to a very good foreign trade.” 

Certainly American export figures support Mr. Coolidge’s claim 
of “a very good forei ig@t trade.” Between_1923, when the first debt 
settlement was madeggand 1928, Mr. Coolidge’s Alast year in office, 
American exports Europe increased in value by $281,000,000. 
But between 1923.4md 1928 American Joaif$tg Europe increased by 
$490,000,000. It#§ reasonable to assume that these loans were used 
in part both to nce the purchase of American goods and to make 
payments on war debts. It wag farge foreign lending which 
enabled the @fnited States to enjoy the anomalous position of a 
creditor na with a favorable trad¢ balance during the post-war 
the depression. Foreign lending has now ceased. 
iffers on the question of what effect revision of the war 
d have on foreign trade. Those who believe that little 
Ww ouldéhig gained point out that payments on the war debts amount 
only zi about one-fourth of the value of Europe’s purchases from 
the United States last year, and draw the conclusion that the effect 
of rgvision would be unimportant. 

10se who favor revision believe that it would help to solve the 
dificult problem of “transfer.” For it is in large part the necessity 
# obtaining foreign curgencies in order to pay foreign debts which 
orces the least-able tors to set up restrictions on foreign ex- 
change and at the safne time attempt to encourage exports and 
restrict imports. The result is to thrust export surpluses on an 
unwilling world market, to depress prices and to destroy foreign 
outlets for American goods. 

One point seems clear. The cutting edge of the argument over 
revision of the War debts is the possible or probable influence of 
such action . course of American trade. 
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WAR DEBTS 


A Statement prepared on the invitation of the United Press, 
November 25, 1932 


By 
NicHOLAS MurrAyY BUTLER 


The chief obstacle to the return of prosperity to the people of 
the United States, and the one which may be most quickly removed 
by prompt and intelligent action at Washington, is that due to the 
so-called intergovernmental war debts. It is assumed that because 
these debts are debts, due on their face to the Government of the 
United States, the people of the United States would profit by their 
payment and would be relieved of the necessity of taxing themselves 
to make good the sums that would be lost were these debts not paid. 
These statements are true in form, but not in fact. Every day that 
this debt question remains unsettled, the difficulty of recovering 
from the depression in the United States is increased and every 
farmer, every wage-worker, every manufacturer, every transporta- 
tion system, and every public utility corporation is made to carry 
new and heavy burdens and to suffer new and heavy losses. 

This is because the debts represent a series of conditions which 
have developed since the War, the total and united effect of which 
is to strangle the trade of the world, to deprive agriculture and 
industry of their markets, and to leave us all slowly stagnating under 
conditions which are already unbearable and which will become 
more unbearable, not only month by month, but day by day. Had the 
questions connected with these debts been carried to solution in June, 
1931, when the existing Moratorium was proposed, in the spirit of 
the agreement between Germany and the Allied Nations, signed at 
Lausanne on July g last, the people of the United States would 
almost certainly have been well out from under the ill effects of 
the economic and financial crisis before this time. It is the dawdling 
uncertainty and the lack of constructive and courageous leadership 
at Washington which have held, and are holding, us in the grasp 
of want and misery and distress, and which are injuriously affecting 
the whole world. Some of the statements constantly given to the 
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press by leading members of the Senate and the House of Repre- 
sentatives are quite appalling in their lack of understanding, and 
in their complete disregard of the interests of the American people, 
They do not seem to care how long or how much we are kept in 
distress, in want, and in unemployment. The statements which they 
so continually make are contradicted by every important economist 
in the world. 

For a number of years we have been fooling ourselves with words 
about this whole international debt situation. We had said that 
the debt payments due to us bore no relation to the reparation pay- 
ments to be made by Germany; but they did. The reason was that 
unless the reparation payments were made by Germany to its credi- 
tors, those nations would not be able to make the payments that 
were due to us. Moreover, the money with which to enable Ger- 
many to make her payments was obtained for several years in large 
part, if not wholly, by loans from the United States. We are, there- 
fore, in the ridiculous position of loaning abroad the money with 
which to pay us debts owed from abroad. When we cease to loan, 
they must cease to pay. The whole situation is one which reflects 
grievously upon our practical capacity and our business sense. 

While this strangulation of the world’s agriculture, industry, and 
trade has been going on, our national annual earning power has 
diminished from some $82,000,000,000 in 1929 to some $37,000,000,- 
000 at the present time, or more than 50 percent. While we have 
been insisting on payments from abroad to be applied through our 
Budget in reduction of taxation, our annual income tax collections 
have diminished by some four times the amount of the annual debt 
payments. In other words, the acceptance of these debt payments 
has been a burden and not a blessing, a loss and not a gain. If we 
got rid of them, confidence would be restored, trade would revive 
and the farmer, the wage-earner, the industrialist, and the transpor- 
tation company would again be able to earn a livelihood. These 
would all have income from which to pay income taxes, and the 
gain to the American people would be so enormous that the sacrifice 
of the annual debt payments would be something quite negligible. 

It is not necessary now to go over the whole question again, but 
it was bungled from the start by our Government. We should have 
promptly accepted the principles of the Balfour Note of 1922. The 
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attitude which we have been taking for teti year's is in flat contra- 
diction to the declarations made on the floor of the Congress, when 
authority was given to our Government to make the advances to for- 
eign Governments which are the basis of these debts. As Lord 
Snowden said the other day in London, the sums advanced by the 
United States Government to the Allies, which constitute the debts 
to America, were in fact America’s contribution to the cost of the 
War she had declared on Germany. There is no use in going back 
over that ground now. The economic and financial questions which 
have grown out of these debt payments are far too pressing for us 
to waste time in a post-mortem discussion. It is right and proper that 
we should press upon the debtor nations a genuine disarmament and 
thereby strengthen the cause of peace and relieve the tax-payers in 
every land, but we cannot wait for the accomplishment of that. In 
the interests of our own farmers, wage-workers, and industrialists, 
we need to act at once. 

In view of the opinions so volubly expressed at Washington by 
so many members of the National Legislature, it is clear that prob- 
ably the most practical plan to relieve the American people is to 
extend for six months more the Moratorium declared on June 20, 
1931, and then to sit down with the nations which are debtor nations 
and work out an agreement of the same sort and kind which those 
nations entered into with the German Government at Lausanne on 
July 9 last. If this were done and quickly announced to the world, 
the clouds of depression would lift with a swiftness which would 
be surprising indeed. Every American citizen would benefit, whether 
on his farm, in his shop, in his factory, on his railroad, or in his 
public utility corporation. The notion that there is something about 
this matter which is of peculiar advantage or concern to inter- 
national bankers is ridiculous. The advantage and concern are for 
the American people as a whole. 
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THE BARGAIN FOR PEACE’ 
By 
James T. SHOTWELL 


It is now clear that the dispute over war debts cannot be settled 
in terms of war debts alone. American public opinion is at one 
in demanding that there shall be no cancellation. Business has 
spoken through the leaders in industry, finance, and trade. Labor 
has spoken in equally decisive terms. Both political parties have 
pronounced against cancellation, and Congress is almost a unit in 
opposing it. There will, therefore, be no cancellation by the 
United States. 

On the other hand, France says there will be no further payments 
on its part. Public opinion, as expressed in the press of Paris and 
by the utterances of French statesmen, is as definitely set against 
paying the French war debt as American public opinion is against 
releasing France of the debt. English public opinion is equally 
strong against what has always seemed to it an unduly hard ar- 
rangement, although the traditions of English business and states- 
manship make more for compromise in order to secure further 
ends. Even with England, however, the fact remains that if the 
further payments are met the reason for doing so would be the con- 
sideration of other benefits that might accrue and not from any 
acceptance of the American point of view concerning the war 
debts themselves. 

It is hardly necessary to trace the attitude of other European 
nations, for all the debtor States share, in varying degrees, the point 
of view of England or France. It is this fact which lies behind the 
refusal of the American Government to permit the debtors to deal 
en bloc with the creditor, for the solidarity among them is all too 
evident—a solidarity which would put the creditor nation at a dis- 
advantage in any conference where all the other members were 





opposed to it, leaving it standing alone. 
So long, therefore, as the question is limited to that of war debt 
payments, there is no likelihood of any satisfactory solution. This 
8 Reprinted by permission from the New York Herald Tribune, December 11, 1932. 


[ 22] 


ttled 
- one 
. has 
abor 
have 
‘it in 

the 


1ents 
and 
ainst 
ainst 
ually 
| ar- 
ates- 
ther 
the 
con- 
any 
war 


pean 
oint 
| the 
deal 

too 
dis- 
vere 


debt 
This 


1932. 


107 


is doubly serious now because by this time both sides to the dispute, 
creditor America and debtor Europe, are fully conscious of the 
seriousness of the need for settlement. Default, either open or 
disguised, is no solution, for its effect upon the world of credit, 
which is the world of business, could hardly fail to be disastrous 
under existing circumstances. 

Neither is postponement a solution, if it is postponement and 
nothing else; for that would be merely adding another moratorium 
to the last one. Nothing could be worse for the business interests 
of the world than to have this controversy continued on its present 
terms for months to come. The temper of the peoples involved is 
bad enough as it is. It would be merely adding irritation to irrita- 
tion to have the dispute go on, with each side convinced that the 
other was intent upon getting the better of it through sharp practices 
or dishonest evasion. 

But while postponement with no other plans in view is bankruptcy 
of statesmanship, postponement with plans for an ultimate solution 
is not only necessary but more or less inevitable. Without such 
plans a further moratorium may further destroy the edifice of 
credit; with such plans it becomes the first essential step in the 
recovery of credit. But the plans must cover more than the war 
debt settlement itself; for if they are limited to that, the settlement, 
whatever it may be, will not be in the interest of either America 
or Europe. It would leave America embittered in the same way 
in which Germany was embittered over the question of reparations, 
and the European debtors faced with the economic consequences of 
increased suspicion concerning all international obligations and 
increased tendency toward that fatal trend of economic as well as 
political nationalism which today threatens to paralyze the whole 
world of trade. The final solution for the war debt controversy 
lies outside the controversy of debt payments, for it can never be 
found inside it. 

This does not mean widening the war debt controversy merely 
to include the similar problems of reparations. The United States 
has already pronounced itself on that program. Rightly or wrongly, 
there is no possibility in the field of American politics for linking 
these two igsues in a single debate with America. It is only natural 
that France should not understand this point, for the question of 
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reparations is and has been a vital one for its recovery from the 
invasion of its territory. But nothing has more surprised American 





public opinion than to read the utterances of British statesmen in 
this regard—even liberal statesmen representing the most enlight- 
ened public opinion of the most realistic country in the world. 

When a man like Viscount Snowden still links the cancellation of 
war debts with that of reparations in the statement of the problem 
to be negotiated with America today, one wonders how long it will 
be before European opinion as a whole will be informed on the 
fundamentals of the American situation. The former Chancellor 
of the Exchequer is as mistaken in his interpretation of the Amer- 
ican outlook today as he is of the history of the debt problem itself, 
The history is beyond dispute; the debts were accepted by America 
without thought that they would be paid out of anything resembling 
a tribute of the conquered. 

This was not out of any desire to spare Germany or take advan- 
tage of the Allies. It was one of the fundamental principles upon 
which the United States went to war that it was not under any cir- 
cumstances to make profit out of that tragic enterprise. The refusal 
to take any share in reparations was part and parcel of the way 
of thinking which led the United States to refuse territorial 
aggrandizement. 

In the post-war years this way of thinking has not changed; in- 
deed, it has been strengthened by the success of German propaganda 
in the war guilt controversy, which has been a political fact more 
important than has yet been recognized in its effect on the war debt 
controversy. The United States is less minded now than ever before 
to link the debts of the Allies with their claims upon the defeated 
enemy. 

There is only one way in which the reparations payments have 
been brought by America into the debt settlement problem, and that 
is by the use of the formula “capacity to pay.” If the European 
debtors were to state that they have no other resources with which 
to repay the debts than German reparations payments to them, that 
would affect their payments to the United States, because their 
capacity to pay would be measured by the returns they received. 
3ut so long as the problem is presented as one which merely means 
ear-marking the reparations payment from Germany in the debtors’ 
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budgets to pass it on to the United States, the United States will 
not accept the false position in which it is thus placed as the ultimate 
collector of reparations, for that is completely contrary to the 
dominating ideals of America’s war-time history. 

This point of view apparently has never been fully understood 
in Europe. American insistence upon the payment of debts from its 
former associates in arms, while refusing to give any official recog- 
nition to the fact that these payments were in reality largely made 
out of reparations, seemed in Paris and London to be both hypo- 
critical on its own part and unfriendly to its late associates in arms. 

Whatever the merits of this other controversy of linking war 
debts and reparations, the fact remains that we are as far from a 
solution of it as ever, so long as we deal with it in the terms in which 
it hitherto has been discussed on both sides of the Atlantic. The 
conclusion is that neither the war debt problem in itself—that is, 
the problem of payments from the Allied Powers to the United 
States—nor the linking of these payments to those of German 
reparations can be settled satisfactorily as purely a problem of 
money payments. The Lausanne Conference, in spite of its great 
achievement, left this issue unsettled when at the close the repre- 
sentatives of Germany asked if there was to be a new conference 
in case the Allies were unable to get rid of their obligations by 
settlements not unlike those they had just accorded Germany; and 
both M. Herriot and Mr. MacDonald nodded in the affirmative. 
For Europe, therefore, the settlement so far arrived at means both 
reparations and war debts or no settlement at all, and as America 
refuses cancellation, the whole negotiation at Lausanne is still in 
the balance. It will remain so until another and different approach 
is found to the whole problem. 

A first attempt at this new approach was made when American 
public opinion began to insist that disarmament was a part of the 
war debt settlement. The answer from Europe was that this was 
an entirely separate problem and had no historic or legal connection 
with that of the money settlement of the cost of the World War. 
That the European objection was technically valid goes without 
saying. But if the war debt issue is not to be settled on terms of 
the original contracts, nor even on terms of the revised contracts 
of the Washington funding operations, then the creditor State, in 
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the determination of the capacity to pay, has a right to ask not 
only what the missing payments are going to be spent for, but it 
has also a right to insist that in surrendering its claims for aid ren- 
dered the Allies in securing the victory, the governments of those 
countries should not proceed to falsify American war aims by the 
creation of armaments in violation of the spirit, if not the expressed 
terms, of the peace treaty. 

It is the same point over again as in the American attitude toward 
connecting reparations with war debts; only this time the point is 
self-evident. It was stated best by Senator Borah in his speech of 
July 23, 1932. Seldom has any public utterance received wider 
approval throughout the nation than this radio speech. A collec- 
tion of editorials from all over the country showed practically unani- 
mous approval in every State of the Union. It was widely acclaimed 
in Europe because, after having stated his conditions, Senator 
Borah came out strongly for a radical lessening of the war debts. 

But the conditions were an unalterable part of both Senator 
Borah’s pronouncement and the public opinion which indorsed it. 
The reasons for connecting disarmament with war debts, which 
Senator Borah had in mind, were, however, much more valid than 
the mere historical justification of including disarmament as a 
fundamental part of the peace settlement, a symbol of the reason 
why America went to war and therefore why it ever accepted the 
debts. 

Disarmament is an intrinsic part of the movement for economic 
recovery. This is the chief justification for considering it at the 
same time as an intrinsic part of the war debt problem. The only 
valid reason for the United States to take on its own shoulders the 
burden of this share of what the war cost Europe is to prevent the 
collapse of European and world credit, and that collapse is brought 
measurably nearer by the post-war preparations for another war. 
Credit is the expression of confidence in the future, and that confi- 
dence depends as much upon political safety as upon economic or 
financial policies. 

No one has said this better than Mr. Norman Davis, who has so 
splendidly represented the United States in the Disarmament Con- 
ference and throughout the critical negotiations at Geneva these 
last months. What Mr. Davis has said in public he has in all 
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likelihood said with equal firmness and clarity to the statesmen 
with whom he has been dealing, and in this he has been interpreting 
not only the policies so clearly enunciated by the present adminis- 
tration, but those of the American people as a whole, wi.hout regard 
to party. 

Even the recent statement of leading American business men 
brings disarmament into the war debt problem as a vital issue con- 
fronting the business world. This is a new note and a hopeful 
one, an indication of the will to peace in the United States. But 
its pacific trend should not be allowed to obscure the more imme- 
diate fact that in the view of practical men of affairs the preparation 
for war is now seen to be a fundamental obstacle to the re-establish- 
ment of international credit, which in turn is the condition for a 
return of prosperity—the one practical reason for dealing with the 
war debt problem. 

A year’s negotiations at Geneva, however, have shown that the 
problem of disarmament can never be solved on its own terms any 
more than that of the war debts. One cannot ask the debtors of 
the United States—that is, the former enemies of Germany—to 
disarm without regard to what is going on in Germany. 

The French are right in claiming that at bottom the problem 
of disarmament is not one of mathematical ratios but of funda- 
mental security. Indeed, the German argument that the disarma- 
ment forced on Germany in the Treaty of Versailles should also 
apply, in principle at least, to all Allied Powers, might be turned 
the other way round. It might be argued that mathematical dis- 
armament, even to the extent imposed on Germany does not make 
neighboring nations secure so long as there is a grievance to be 
nursed, such as that which calls out the war-like spirit of young 
Germany and creates quasi-military organizations in hardly dis- 
guised violation of the treaty itself. 

The nationalist movement in Germany is as much a part of the 
disarmament problem as the armaments themselves. No nation is 
likely to disarm if there is any cause for fear that it may be attacked 
when defenseless. To disarm in the face of the menace of war is 
criminal folly; disarmament is justified only in proportion as the 
policies and the institutions of peace supplant those of war. Seen 
in this light, disarmament is the parallel in the field of politics to 
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debt adjustment in the field of credit; for behind them both lies 
the inexorable fact that there must be confidence in the character 
and calculability in the policies of nations. 

Settlement of the war debt problem, therefore, carries us not 
only into the problem of disarmament but beyond it to an analysis 
of the conditions across the Rhine and across the Vistula. The 
outstanding obstacle to the stabilization of Europe and the conse- 
quent strengthening of its credit system lies in the fact that Ger- 
many seems to be giving up hope that the redress of its grievances 
can be secured by the existing structure of peace which centers at 
Geneva. 

Young Germany, at least, voices its discontent by the threat of 
force. It is sheer blindness not to connect the political and moral 
problems presented by resurgent Germany, intent upon recovering 
its place in the sun, with that other problem, seemingly remote, of 
the settlement of war debts at Washington; just as the war-debt 
problem bears directly upon the question of tariffs. Tariffs, in 
Europe, at least, have been more the expression of militant national 
politics than of the economic needs of the peoples concerned. They 
have been the expression in terms of economics of a peace-time war. 
The only hope of getting rid of them is to change the psychology 
behind them. 

The settlement of the war debt question should involve a revision 
of these barriers to trade, if, as we have stated above, the only 
economic interest that America can have in granting the debtors 
better terms is the establishment of normal economic conditions in 
Europe to enable it to outride the storm of adversity with which 
our Ship of State is battling today. 

The payment of debts is only the passing of the coin. It does not 
in itself secure the recovery of international credit. Either to wipe 
the slate clean or to extract the last penny from the debtor would 
not by itself bring back a healthy condition to a world of business 
whose normal balances of trade are far greater than the immediate 
payments involved in the liquidation of the war. The only hope for 
re-establishing credit is to deal with credit, and that means dealing 
with political as well as economic credit, for these two cannot be 
dissociated henceforth. 

So far we as well as Europe have never dealt with the problems 
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on such fundamental terms. The time has come to do so. Let there 
be an armistice in the war debt controversy and a new peace confer- 
ence, not to tear down the structure of peace created by the last one, 
but to make it workable by applying the experience of the last 
twelve years. The League of Nations must be strengthened, not 
weakened, for if it were to disappear its place would be taken by 
secret alliances, with war as an absolutely inevitable consequence. 
It should be strengthened, however, in ways that would permit the 
helpful functioning of the United States without involving us in 
quarrels in which we have no part. 

The unity of civilization does not call for uniformity in the 
obligations of nations to each other, as the history of the post-war 
years has shown. This situation, with variety as the key to unity, 
is one in which America has had unique experience in the structure 
and functioning of a federal State. In the world community of 
nations there should be varying degrees of responsibility, more than 
is provided for in the existing Covenant of the League of Nations. 

The members of the League, therefore, need to reconsider their 
relation to it so as to make it really capable of dealing with the 
problems of the Polish Corridor or minorities or disarmament. 
Above all the United States needs, more than any other nation, to 
readjust its relationship with the League. 

That this can be done is no mere daydream or wishful thinking 
has been clearly shown by the government of M. Herriot. In giving 
a new and more practical turn to the Briand plan for a Federation 
of Europe, asking of America no positive aid in policing Europe, 
but expecting of it only that it will not make itself the accomplice 
of the nation that goes to war in violation of the Kellogg Pact, the 
government of France was obviously trying to lay the basis not 
only of disarmament, but of the whole international structure in 
terms so adjustable as to meet American conditions. 

Unfortunately, a project prepared as a basis of discussion was 
treated in our press as though it were France’s last word. It was 
not necessarily so intended, and certainly need not have been so 
treated. Absorbed in our own affairs and narrowly concentrating 
on the arithmetic of debts and armaments, we have failed so far to 
see that the opportunity has at last arrived for re-establishing not 
only credit, but America’s place in the great task of international 
cooperation at the League of Nations. 
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The agenda of a new peace conference would therefore include 
tariffs and disarmament in addition to war debts for us and war 
debts and reparations for Europe. But none of these settlements 
will really save the credit structure of the world unless there is 
provision in the structure of international relations for political as 
well as economic stability. This cannot come by freezing political 
relations any more than financial credit can come by freezing finan- 
cial relations. The supreme need is not international police, but 
the machinery of international justice, a World Court with the 
United States in it, a League of Nations with the whole force of 
public opinion behind it. 

The way to bring about this last achievement would be the chief 
problem of the conference. Perhaps it might be found in the federal 
extension of the League, with local as well as central organs, work- 
ing in limited areas on limited programs, cooperating to strengthen, 
not lessen, the safeguards of life and property in disputed regions 
such as Manchuria or the Polish Corridor, under conditions which 
enhance national prestige by connecting it with the real interests 
of the nation instead of with the disadvantage of a neighbor. 

This is not a Utopian dream; it is a challenge to common sense. 
It is the only way by which the war debt controversy can be solved 
to the advantage of all. 
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THE EXCHANGE OF NOTES OVER THE WAR DEBTS 
NOVEMBER 10—DECEMBER 15, 1932" 


NOVEMBER 10.—The United States received a note from Great 
Britain, asking revision of the debt agreements as a means of fa- 
cilitating “early restoration of world prosperity” and requesting 
suspension of payment of $95,550,000 due on Dec. 15, pending 
discussion of this proposal. 

NOVEMBER 10.—A similar note was received by the United 
States from France, requesting “a further study of the debt ques- 
tion” and suspension of payment of $19,261,432 due on Dec. 15. 

NOVEMBER 10.—The Treasury Department announced that 
Greece had defaulted on payment of $444,924 due on this date and 
that Hungary had served notice that she would be unable to make 
payment of $40,729 due on Dec. 15. 

NOVEMBER 15.—Belgium asked for suspension of payment of 
$2,125,000 due on Dec. 15. 

NOVEMBER 22.—Czechoslovakia and Poland urged reconsider- 
ation of their agreements and suspension of payments of $1,500,000 
and $3,302,980, respectively. 

NOVEMBER 23.—The State Department replied to the British 
and French notes of Nov. 10. These countries were informed that 
the President had no authority to suspend the December payments 
but were told that he was “prepared to recommend to Congress that 
it constitute an agency to examine the whole subject.” 

NOVEMBER 23.—A reply identical with that to France was 
made to the Belgian note of Nov. 15. 

NOVEMBER 26.—Similar replies were made by the State De- 
partment to Czechoslovakia and Poland. 

NOVEMBER 28.—Latvia requested a review of her debt agree- 
ment and suspension of payment of $111,852 due on Dec. 15. 

DECEMBER 1.—In a second note to the United States, Great 
Britain renewed its request both for a prompt review of the debts 
and for suspension of the December payments. It was argued that 


‘Reprinted by permission from The New York Times, November 18, 1932. 
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“any resumption of these payments is bound to accentuate the gray- 
ity of the present crisis and to compromise fatally all efforts to 
counteract it.” 

DECEMBER 2.—In a second note, France followed Great Britain 
in again urging revision of existing treaties and suspension of pay- 
ment due Dec. 15. Such suspension was described as “the normal, 
equitable and necessary sequel” to the Hoover moratorium. 

DECEMBER 5.—Czechoslovakia expanded the argument made in 
its first note and again asked for reconsideration. 

DECEMBER 6.—In a second note, Belgium declared that she 
“would be exposed to grave dangers if she were asked to resume 
payments.” 

DECEMBER 7.—The State Department replied to the second 
British note of Dec. 1, reiterating its insistence on the December 
payment but stating that the President was “prepared, through what- 
ever agency may seem appropriate, in cooperation with the British 
Government, to survey the entire situation.” It was suggested that 
“important avenues of mutual advantages” be explored. 


DECEMBER 8.—The State Department replied in similar fashion 
to the second French note of Dec. 2. 


DECEMBER 8.—Poland submitted a second note, again urging 
revision of her treaty and suspension of the December payment. 


DECEMBER 10.—Lithuania asked suspension of payment of 
$92,386 due Dec. 15, pending review of its debt agreement. 

DECEMBER 11.—In its third note to the United States Great 
Britain stated that the December payment of $95,550,000 would be 
made. The British Government proposed, however, that this pay- 
ment be treated “as a capital payment of which account should be 
taken in any final settlement.” 

DECEMBER 11.—The State Department replied at once that it 
could not accept payment conditioned on these terms, and suggested 
that the British note was intended merely to state a proposal to be 
discussed in forthcoming negotiations. 

DECEMBER 13.—The British Government replied that it had no 
intention “to touch upon any matter affecting the constitutional 
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position of the United States,” but reserved the right to deal in later 
discussions with the points of its note of Dec. 11. 

DECEMBER 13.—To the second requests of Belgium and 
Czechoslovakia for suspension of December payments, the United 
States sent replies similar to its note of Dec. 8 to France. 

DECEMBER 14.—Belgium and Poland notified the United States 
that, while recognizing the validity of existing agreements, they 
would be unable to make payments due on Dec. 15. 


[The following are to be added to the above list: 

DECEMBER 13.—Latvia decided to make payment. 

DECEMBER 14.—The French Ambassador delivered a note to 
Secretary Stimson from the President of the Council, M. Herriot, 
stating that the fall of his government as a result of the refusal of 
the Chamber to authorize the December 15 payment prevented his 
continuing negotiations. 

DECEMBER 15.—Estonia notified the United States of her in- 
ability to make the payment due.] 
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STATEMENT BY THE BROOKINGS INSTITUTION 


The twenty nations who borrowed from the United States dur- 
ing the war and the period shortly thereafter are listed below with 
notations concerning the present situation of the debt of each on 
January 7, 1933: 





Country | Status of Debt Status of Payments Jan. 7, 1933 





Armenia Unfunded 








Austria | Funded Postponed under terms of debt 
agreement 

Belgium ? In default 

Cuba | Liquidated 

Czechoslovakia | Funded Paid 

Estonia t In default 

Finland . Paid 

France z In default 

Great Britain | Paid 

Greece ‘i a/ 

Hungary . In default 

taly " Paid 

Latvia ” b/ 

Liberia | Liquidated 

Lithuania Funded Paid 

Nicaragua Unfunded 

Poland | Funded In default 


Rumania = c/ 
Unfunded 


| Funded 


Russia 


Yugoslavia In technical default ¢/ 





m tecammicade veiaps ini dahiaaencenceadaimiiacsidiaaias — 


a/ Payment on the war debt was postponed, in accordance with the terms of the 
funding agreement. So far as the so-called commercial debt is concerned Greece 
is in partial default: $65,376 was received in New York January 7 from the Greek 
Government, representing 30 percent of the semiannual interest payment due 
November 10, 1932, on the 4 percent loan of 1929. 

b/ Paid in part, postponed part under terms of the agreement. 

c/No payment is due from Rumania until June, 1933. Under the terms of the 
moratorium no payment was received from Rumania in June, 1932, and Rumania 
made no collection from her debtors at that time. 

d/In June, 1932, Yugoslavia made no payment to the United States, but she refused 
to extend the terms of the moratorium to her own debtors. The next payment from 
Yugoslavia is due in June, 1933. 


[ 34] 
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ARTICLES BY WALTER LIPPMANN® 
SHALL WE DEFLATE SOME More? 
(November 23, 1932) 


Most of those who are opposed to a revision of the war debts are 
convinced that unless they stand firm the burden will simply be 
transferred from European to American taxpayers. Naturally they 
have no taste for philanthropy of that sort at a time when the 
American budget is more seriously out of balance than the budget 
of any of the principal debtor nations. If it were true that revision 
of the debts meant simply the transfer of a burden from foreign 
taxpayers to ourselves, this would certainly be an absurd moment 
for an American taxpayer to consider it. 

For my own part, did it not seem clear to me that a refusal to 
revise the debt settlements will make conditions worse in the United 
States and that a willingness to revise will make it possible for con- 
ditions to become better, I should be in favor of telling the European 
governments as politely as possible to pay up. The political and 
moral arguments for revision are impressive, but not impressive 
enough to justify imposing any extra burden upon the American 
people just now. 

. * ~ 

What is the main difficulty oppressing the nation today? What 
is the trouble at the root of all our troubles? Is it not the fall in 
world prices? What is it that makes the farmer suffer? Is it not 
that wheat is selling at about 45 cents, cotton at about 6 cents, and 
other farm products at similar lows? What is the trouble with the 
manufacturer? Is it not that there is no market for his goods at a 
price which covers his costs and shows him a profit? What is the 
trouble with the budget? Is it not that the fall in prices has re- 
duced incomes and profits from which taxes are derived? 

Surely it is plain that if prices fall further our troubles will be 
greater and that only if prices rise considerably can we extricate 
ourselves from the present trouble without a long and grinding 
agony. 

* * * 
*'Copyright New York Herald Tribune; reproduced by permission. 
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With this fixed in our minds, let us look at the condition of British 
money, the pound sterling. Sterling, we must remember, is the basic 
currency not merely of the people of England, Scotland and Wales 
but of about half the human race. It is the basic money not only of 
the British Empire but of dozens of other nations whose own cur- 
rencies are linked with sterling. No other currency in the world is 
so widely used in trade, on no other currency do so many people 
depend. 

The pound sterling today is worth in gold dollars about one-third 
less than it was worth a little over a year ago. What does this 
mean? It means that every one who owns sterling, or a currency 
linked to sterling, is able to buy proportionately less than he bought 
before sterling depreciated. It means that all the human beings in 
the sterling group have been cutting down their purchases on the 
one hand and have been cutting the prices of what they sold on the 
other hand. Is it surprising that the fall of sterling during the past 
year was accompanied by a world-wide deflation of prices? How 
could prices rise or even maintain themselves when half the human 
race, including the best consuming population outside the United 
States, have been cutting down their purchases and reducing the 
gold prices of what they sell? 


= * * 


Depressing as has been the effect thus far, the world could adjust 
itself to the situation if sterling would at least remain where it is. 
But sterling has been weak for some time. It has been weak because 
the British people are still spending more abroad than they earn, 
and under the pressure of their exorbitant taxation are moving 
some of their capital to other countries. There is, in short, a deficit 
in the British international payments which is reflected ia the fact 
that more pounds sterling are being offered for sale than are being 
bid for. 

It is here that the debt payments come into the picture. If the 
British have to make the full payment in December they have to 
offer about 30 million pounds sterling in the market to buy the 
dollars for the December payment. That is a very large amount. It 
is nearly four times as much as all the dollars received by Britain in 
the past six months from the sale of goods to Americans. 


[ 36] 


ny. 


is 
de 
m 
re 


pa 


tic 


pr 
se’ 


ris 





I2I 


Now I do not pretend to know what the effect of such an operation 
would be on the value of sterling. But surely sterling cannot rise 
and its tendency must be to sink. If at the same time our govern- 
ment were to close the door of hope against revision of the June 
payment it is as certain as anything can be that speculators through- 
out the world will sell sterling. Sterling would have to fall and 
world prices would almost certainly have to fall with it. As sterling 
fell, all the peoples in the sterling group would have to reduce their 
purchases further and reduce in terms of gold the prices of what 
they sell. Another fall in world prices would wipe out the small 
recovery which we and other nations have made since mid-summer. 

* * * 


That is the immediate problem confronting Congress, the Admin- 
istration, and Mr. Roosevelt. Their decision will almost certainly 
determine whether a new wave of deflation is to be set going in the 
world. Let us have no illusions about it. If another deflationary 
movement is started like that of a year ago, no estimates of taxes, 
revenues, and economies presented to Congress will be worth the 
paper they are written on. So what is being decided in Washington 
is not whether some money shall be collected but whether the defla- 
tion, which was arrested last summer, shall be resumed this winter. 


* * *x 


It has been said that revision of these debts will not cure the de- 
pression. Of course it will not. The debts are only one among 
several major deflationary forces in the world. The principal other 
forces are the commercial war and political insecurity. But the 
debts, because of their peculiar relation to sterling, are a great 
deflationary force, capable of exerting immediately evil effect, and 
if they are foolishly dealt with they can certainly make matters 
worse. If they are wisely dealt with, the danger of a renewed 
deflation will be greatly minimized, and recovery, now under way, 
by adjustment and by the solution of world problems, will not be 
interrupted. 

* * * 

It is upon a recovery of business rather than upon the collection 
of the whole debt that we need to fix our attention. It is only by a 
rise in world prices, a resumption of investment, and the revival of 
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trade that production can again provide employment to the un- 
employed, incomes to the taxpayers and relief to the budget. There 
is no other way to help the taxpayer or any one else. For what will 
it profit the taxpayer if we collect the whole debt this year and by 
doing it knock down world prices another ten or twenty percent? 


Tue Dest PROBLEM: PRINCIPLES OF A SOLUTION 
(November 30, 1932) 


One of the stages in the attainment of wisdom is the realization 
that in many human problems the issue is not between a simple right 
and a simple wrong but between two rights. The problem of the in- 
tergovernmental debts is of this sort. In each country there is a 
national argument which, considered by itself, is unanswerable. Yet 
the sum of these national arguments is wholly irrational. They 
contradict each other. They produce violent collision and if pur- 
sued to their logical end could lead only to the complete breakdown 
of faith and credit between the peoples of the world. 

The task of statesmanship is to find a common ground beneath 
these irreconcilable national claims in order that the productive 
forces of the world may once more be set confidently in motion. 
Such a common ground must be one on which all nations can stand 
without feeling, after they have had time for sober second thought, 
that they have suffered injustice, imperiled their vital interests, or 
sacrificed more than they have gained. 

For statesmanship of this high order it is necessary that there 
should exist in all the countries concerned a dominant public opinion 
which appreciates the problem as a whole. It is a complicated 
problem and it is not easy to think about more than one aspect of 
it at a time. Yet the welfare of mankind depends upon the number 
of people who will make the effort to consider its many aspects 
before they plump finally for a particular solution. 

* . * 


Let us make the attempt, therefore, to set the problem in its 
largest perspective. 

In the intergovernmental debt structure of the world eighteen 
governments have to make payment to twenty-eight governments. 
The ten governments which receive payments but do not have to 
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make them are: Australia, Canada, Denmark, Japan, Luxembourg, 
Netherlands, Norway, Sweden, Switzerland, and the United States. 

The payments scheduled in the year which ended June 30, 1932, 
called for ninety-six transactions among the twenty-eight govern- 
ments. The total payments amounted to $751,521,200 or just about 
three-quarters of a billion dollars. There were seventeen net cred- 
itors and eleven net debtors. The principal net creditors with the net 
amount owed to each were (expressed in millions of dollars at par 
of exchange) the following: 


ED . os cectenewaned 2 . BOD csiccccvencencsanns 15 

SE 260vess¢cusaneeeing S PROGR. <csesness ceasaoqan 78 

DENOD cv ccvacsnces aden BG TRG ss cnnenncccecasamene 30 

BED cecccececeneecesdbn S BP vcsveceavcqetvacecase II 
United States. .iccccncvdsctsseueneneunes 253 


The other eight net creditors were to receive less than a million 


dollars. 
The principal net debtors with the net amount owed by each were 


the following : 


GROBOR 4 ic iccicatees Shue edb eee arenes 1.8 
POOR 2c cccvcsebsistaseeadseuneeueeere 12.3 
PUMPRTIR. on cv cvsduncscvnesesdeseuane ten 1.7 
AGMTIA «600 cd dndenscessessesseneeeaees 1.4 
Cuechoolovaltia. ohiicces cesdisixieeuavune 6.8 
GOP cv eveeigesinrtcckdastbedqobbase 384.7 


The other five net ddbtors owed less than a million dollars. 
. * * 


In each country the payments affect its national budget and its 
balance of international payments. For the net creditors the pay- 
ments represent revenue for their budget; for the net debtors the 
payments represent expenditures in the budget. But when the debtor 
governments have taxed their people for the amount that they owe, 
the governments possess only reichsmarks, pounds sterling, francs, 
lire, as the case may be. The government has then to convert this 
currency into the currency of the creditor country. 

As matters stood last June Germany, for example, was supposed 
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to raise about 1,600 million reichsmarks and convert them; that is, 
to buy with them about 385 million dollars worth of pounds, francs, 
lire, and dollars. The European debtors of the United States had to 
buy with their pounds, francs, lire and so forth about 253 million 
gold dollars. 

Now a year ago last June the German end of this transaction 
broke down. The Germans could neither raise the money they owed 
in taxes at home nor sell their money for gold. It was this situation 
which caused Mr. Hoover to propose a moratorium on all the inter- 
governmental debts. Last July the European creditors of Germany 
gave up the attempt to make Germany pay more than a nominal 
amount. As a result ten nations ceased to receive substantial pay- 
ments from the principal debtor. 


* * * 


The problem is how to distribute the burden which remains now 
that Germany has ceased to pay. The net burden is in round 
numbers about 27 billion dollars. That is the amount which remains 
to be paid, and that is the total sacrifice which all-round cancellation 
would involve. About 77 percent of the sacrifice would fall on the 
United States; about 12 percent on France; about 3.5 percent on 
Great Britain; about 1.7 percent on Italy. It is obvious why all- 
round cancellation does not appear just to the American mind. 

A satisfactory solution would be one which distributed this net 
burden more equally. This would be necessary in order to satisfy 
the American sense of justice, which is a vital element in the resto- 
ration of confidence and good-will in international affairs. But a 
satisfactory solution would not stop at the principle of equalization 
of sacrifice. It would proceed to the second objective, which should 
be the removal of the debt problem from the theater of world 
politics. That is by no means impossible. It can be done by translat- 
ing these interminable payments extending to the end of this century 
into a tangible sum to be raised in the investment markets by a loan 
and paid now as a final settlement. For there can be no doubt what- 
ever that a lump sum down payment in final settlement would be 
worth more to all concerned, to the American taxpayer first of all, 
than larger theoretical sums payable over another fifty-five years. 


* * * 
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The sound formula, therefore, it seems to me, is not the capacity 
of individual debtors to pay. For that is a formula which no human 
mind can apply. The sound formula is, I believe, first, equalization 
of sacrifice, and, second, a lump sum cash payment in final settlement 
of the whole business. 

That would relieve the world of a problem which embitters and 
distracts it in all its political, financial and economic relations. It 
would give to the American people the conviction that they had 
shared the burden without having been imposed upon, and in addi- 
tion, it would give them what they sorely need, a substantial amount 
of real money. 


A Famous VIcTorY 
(December 16, 1932) 


The irreconcilables have won the great battle of December fif- 
teenth. They demanded that the debtor governments pay or default 
and their demand has been met. Some of the debtors have paid and 
some have defaulted. The United States Treasury has collected 
about a hundred million dollars. This sum represents not quite two 
and a half cents on each dollar we are spending this year. 

This magnificent result has been achieved at some cost. There is 
aligned against us the public sentiment of the world. In order to 
collect this hundred million dollars we have weakened the position 
of the principal currency used in international trade; the most 
liberal government on the continent of Europe has been over- 
thrown; the nations on whose collaboration depend the peace and 
order of the Western World have been disunited. But we have 
collected a hundred million dollars. 


* * * 


Now that the great achievement has been written into history, is 
it too much to ask that the Administration and Congress rest from 
their labors and take time to reflect before writing more notes and 
before issuing more pronouncements? A situation of extreme del- 
icacy, of great complexity, and of profound uncertainty now 
exists throughout the world. The least that responsible men can do 
is to pause and try to understand this situation before proceeding 
further. We have seen in the past few weeks what mischief can 
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result from unconsidered action. We have had the tactless and un. 
considered action of%fhe debtors in the manner employed in pre- 
senting their request& We have had the tactless and unconsidered 
action of the Adminjstration in its first answers which had to be 
reversed in its secogd answers. 

Let us have no more of notes and statements produced without 
careful examination of the facts and in a mood of irritation and 
prejudice. Wher popular sentiment everywhere is inflamed, the 
first duty of puljlic men is to be exceptionally calm and deliberate, 
to restrain theif own feelings, and to avoid unprofitable debate. 


* * * 


Besides the hundred million dollars just collected we have re- 
ceived unmistakable notice that the last payments under the old 
settlements have been made. There is no doubt whatever about that. 
There ismo doubt also that our government is in honor committed 
to a review of the settlements before another payment comes due. 

Let fis make haste slowly in these new negotiations. They are 
¥ the joint responsibility of the President and the President- 
and in accordance with the terms of Mr. Roosevelt’s state- 
s, consultation is in order before any actual negotiations are 
Wertaken. There is no point in having Mr. Hoover start nego- 
@tions which Mr. Roosevelt must finish unless Mr. Roosevelt in 
some manner or other participates in them. 

; 
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elec 


/ * * * 
These negotiations have been made ever so much more difficult 
by the manner in which the December payments have been dealt 
with. We have a more irreconcilable temper confronting us abroad, 
and by acting without magnanimity in the small matter of the semi- 
annual payments, we have made it more difficult for European 
statesmen to make concessions in the final settlement. 

Before any further progress can be made a much better spirit will 
have to be created on both sides of the ocean. That will take time 
and much patience and a resolute determination on the part of 
responsible men to promote understanding among the nations. 
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TEXT.OF PRESIDENT HOOVER’S MESSAGE TO 
CONGRESS, DECEMBER 19, 1932° 


To the Senate and House of Representatives: I indicated in my 
message on the state of the Union of December 6 that I should 
communicate further information to the Congress. Accordingly, I 
wish now to communicate certain questions which have arisen 
during the past few days in connection with the war debts. 

These questions, however, cannot be considered apart from the 
grave world economic situation as it affects the United States and 
the broader policies we should pursue in dealing with them. While 
it is difficult in any analysis of world economic forces to separate 
the cause from the effect or the symptom from the disease, or to 
separate one segment of a vicious cycle from another, we must begin 
somewhere by determination of our objectives. 

It is certain that the most urgent economic effort still before the 
world is the restoration of price levels. The undue and continued 
fall in prices and trade obviously have many origins. One danger- 
ous consequence, however, is visible enough in the increased diff- 
culties which are arising between many debtors and creditors. The 
values behind a multitude of securities are lessened, the income of 
debtors is insufficient to meet their obligations, creditors are unable 
to undertake new commitments for fear of the safety of present 
undertakings. 

It is not enough to say that the fall in prices is due to decreased 
consumption and thus the sole remedy is the adjustment by reduced 
production. That is in part true; but decreased consumption is 
brought about by certain economic forces which, if overcome, would 
result in a great measure of recovery of consumption and thus 
recovery from the depression. 

Any competent study of the causes of continued abnormal levels 
of prices would at once establish the fact that the general price 
movement is world-wide in character, and international influences, 
therefore, have a part in them. Further exploration in this field 
brings us at once to the fact that price levels have been seriously 

‘Obtained from the Department of State, Washington, D. C. 
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affected by abandonment of the gold standard by many countries and 
the consequent instability and depreciation of foreign currencies, 

These fluctuations in themselves, through the uncertainties they 
create, stifle trade, cause invasions of unnatural marketing territory, 
result in arbitrary trade restrictions and ultimate diminished con- 
sumption of goods, followed by a further fall in prices. 

The origins of currency instability and depreciation reach back 
again to economic weaknesses rooted in the World War which have 
culminated in many countries in anxieties in regard to their finan- 
cial institutions, the flight of capital, denudation of gold reserves 
with its consequent jeopardy to currencies. These events have been 
followed by restrictions on the movement of gold and exchange in 
frantic attempts to protect their currencies and credit structures. 

Restrictions have not alone been put upon the movement of gold 
and exchange, but they have been imposed upon imports of goods in 
endeavor to prevent the spending of undue sums abroad by their 
nationals as a further precaution to prevent the outflow of gold 
reserve and thus undermining of currency. 

These steps have again reduced consumption and diminished 
prices and are but parts of the vicious cycles which must be broken 
at some point if we are to assure economic recovery. 

We have abundant proof of the effect of these forces within our 
own borders. The depreciation of foreign currencies lowers the 
cost of production abroad compared to our cost of production, thus 
undermining the effect of our protective tariffs. Prices of agri- 
cultural and other commodities in the United States are being 
seriously affected and thousands of our workers are today being 
thrown out of employment through the invasion of such goods. 

I concur in the conclusions of many thoughtful persons that one 
of the first and most fundamental points of attack is to re-establish 
stability of currencies and foreign exchange, and thereby release 
an infinite number of barriers against the movement of commodities, 
the general effect of which would be to raise the price of commodi- 
ties throughout the world. It must be realized, however, that many 
countries have been forced to permit their currencies to depreciate; 
it has not been a matter of choice. 

I am well aware that many factors which bear upon the problem 
are purely domestic in many countries, but the time has come when 
[44] 
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concerted action between nations should be taken in an endeavor 
to meet these primary questions. 

While the gold standard has worked badly since the war due to 
the huge economic dislocations of the war, yet it is still the only 
practicable basis of international settlements and monetary stability 
so far as the more advanced individual nations are concerned. The 
larger use of silver as a supplementary currency would aid to sta- 
bility in many quarters of the world. In any event, it is a certainty 
that trade and prices must be disorganized until some method of 
monetary and exchange stability is attained. It seems impossible to 
secure such result by the individual and separate action of different 
countries, each striving for separate defense. 

It is for the purpose of discussing these and other matters most 
vital to us and the rest of the world that we have joined in the 
World Economic Conference, where the means and measures for 
the turning of the tide of business and price levels through remedy 
to some of these destructive forces can be fully and effectively 
considered and, if possible, undertaken simultaneously between 
nations. 

The reduction of world armament also has a bearing upon these 
questions. The stupendous increase in military expenditures since 
before the war is a large factor in world-wide unbalanced national 
budgets, with that consequent contribution to instable credit and 
currencies and to the loss of world confidence in political stability. 
While these questions are not a part of the work proposed for the 
Economic Conference, cognizance of its progress and possibilities 
must be ever in the minds of those dealing with the other questions. 

The problem of the war debts to the United States has entered 
into this world situation. It is my belief that their importance, rela- 
tive to the other world economic forces in action, is exaggerated. 
Nevertheless, in times of deep depression, some nations are unable 
to pay and, in some cases, payments do weigh heavily upon foreign 
exchange and currency stability. In dealing with an economically 
sick world, many factors become distorted in their relative import- 
ance, and the emotions of peoples must be taken into account. 

As Congress is aware, the principal debtor nations recently re- 
quested that the December payments on these debts should be post- 
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poned and that we should undertake an exchange of views upon 
possible revision in the light of altered world conditions. 

We have declined to postpone this payment, as we considered 
that such action (a) would amount to practical breakdown of the 
integrity of these agreements, (b) would impose an abandonment 
of the national policies of dealing with these obligations separately 
with each nation, (c) would create a situation where debts would 
have been regarded as being a counterpart of German reparations 
and indemnities and thus not only destroy their individual character 
and obligation but become an effective transfer of German repara- 
tions to the American taxpayer, (d) would be no real relief to the 
world situation, without consideration of the destructive forces mili- 
tating against economic recovery, (e) would not be a proper call 
upon the American people to further sacrifices unless there were 
definite compensations. 

It is essential in our national interest that we accept none of these 
implications and undertake no commitments before these economic 
and other problems are canvassed and so far as possible are solved. 

Of the total of about $125,500,000 due, Czechoslovakia, Finland 
Great Britain, Italy, Latvia, and Lithuania have met payments 
amounting to $98,685,910, despite the difficulties inherent in the 
times. Austria, Belgium, Estonia, France, Greece, Hungary and 
Poland have not made their payments. In the case of some of these 
countries such failure was unquestionably due to inability in the 
present situation to make the payments contemplated by the 
agreements. 

Certain nations have specifically stated that they do not see their 
way clear to make payments under these agreements for the future. 
Thus our government and our people are confronted with the reali- 
ties of a situation in connection with the debts not heretofore 
contemplated. 

It is not necessary for me at this time to enter upon the subject 
of the origins of these debts, the sacrifices already made by the 
American people, the respective capacities of other governments 
to pay, or to answer the arguments put forward which look toward 
cancellation of these obligations. I may, however, point out that 
except in one country the taxation required for the payments upon 
the debts owing to our government does not exceed one-quarter of 
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the amounts now being imposed to support their military establish- 
ments. As their maintained armaments call for a large increase in 
expenditures for defensive forces beyond those before the war, the 
American people naturally feel that cancellation of these debts 
would give us no relief from arms, but only free large sums for fur- 
ther military preparations abroad. 

Further, it is not amiss to note that the contention that payment 
of these debts is confined to direct shipment of goods or payment in 
gold is not a proper representation, since in normal times triangular 
trade is a very large factor in world exchanges; nor is any presen- 
tation of the trade-balance situation complete without taking into 
account services, as for instance, American tourist expenditures and 
emigrant remittances alone to most of the debtor countries exceed 
the amount of payments. I may also mention that our country made 
double the total sacrifice of any other nation in bringing about the 
moratorium which served to prevent the collapse of many nations 
of Europe, with its reactions upon the world. This act of good-will 
on our part must not now be made either the excuse or opportunity 
for demanding still larger sacrifices. 

My views are well known; I will not entertain the thought of can- 
cellation. I believe that whatever further sacrifices the American 
people might make by way of adjustment of cash payments must be 
compensated by definite benefits in markets and otherwise. 

In any event, in protection to our own vital interest, as good 
neighbors and in accord with our traditional duty as wise and fair 
creditors, whether to individuals or nations, we must honor the re- 
quest for discussion of these questions by nations who have sought 
to maintain their obligations to us. 

The decision heretofore reached to exclude debt questions from 
the coming world economic conference or from any collective con- 
ferences with our debtors is wise, as these are obligations subject 
only to discussion with individual nations and should not form part 
of a collective discussion or of discussion among many nations not 
affected; yet it seems clear that the successful outcome of the eco- 
nomic conference would be greatly furthered if the debt problem 
were explored in advance, even though final agreement might well 
be contingent on the satisfactory solution of economic and arma- 
ment questions in which our country has direct interest. 
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Thus, from this present complex situation, certain definite concly. | cr 
sions are unavoidable: , be 
1. A number of the most serious problems have now arisen and si 
we are bound to recognize and deal with them. f to 
2. It is of great importance that preparatory action should be ' by 
taken at once, otherwise time will be lost while destructive forces 
are continuing against our agriculture, employment and business, les 
3. Adequate and proper machinery for dealing with them must | im 
J be created. It is clear that ordinary diplomatic agencies and fa- | | 
[Fe cilities are not suitable for the conduct of negotiations which ) to 
can best be carried on across the table by specially qualified | ' 
representatives. | pes 
4. As I have pointed out, the discussion of debts is necessarily cat 
connected with the solution of major problems at the world economic | fri 
: conference and the arms conference. The ideal way would therefore | nat 
b seem to be that some of our representatives in these matters should | ; 
be selected at once who can perform both these functions of pre | all 
paring for the world economic conference, and should exchange imr 
views upon the debt questions with certain nations at once and to the 
P advise upon the course to be pursued as to others. It would be an sior 
' advantage for some of them to be associated with the arms confer- | wot 
ence. Some part of the delegates appointed for this purpose could diff 
! well be selected from the members of the Congress. On the side of to u 
the Executive this is no derogation of either executive authorityor , “ 
independence; on the side of the Congress it is no commitment, but carc 
provides for the subsequent presentation to the Congress of the | tion 
deliberations, intricacies, reasoning and facts upon which recom- cour 
mendations have been based, and is of first importance in enabling | lead 
the Congress to give adequate consideration to such conclusions. | 
5. Discussions in respect to both debt questions and the world solic 
; economic conference cannot be concluded during my administration, / of tl 
. yet the economic situation in the world necessitates the preliminary | whic 
work essential to its success. The undertaking of these preliminary 
ie questions should not be delayed until after March 4. TI 
I propose, therefore, to seek the cooperation of President-elect De 


Roosevelt in the organization of machinery for advancement of 
consideration of these problems. 
A year ago I requested that the Congress should authorize the 
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creation of a debt commission to deal with situations which were 
bound to arise. The Congress did not consider this wise. In the 
situation as it has developed it appears necessary for the Executive 
to proceed. Obviously, any conclusions would be subject to approval 
by the Congress. 

On the other hand, should the Congress prefer to authorize by 
legislative enactment a commission set up along the lines above 
indicated, it would meet my hearty approval. 

I had occasion recently, in connection with these grave problems, 
to lay down certain basic principles: 

“If our civilization is to be perpetuated, the great causes of world 
peace, world disarmament and world recovery must prevail. They 
cannot prevail until a path to their friendship is built upon honest 
friendship, mutual confidence and proper cooperation among the 
nations. 

“Those immense objectives upon which the future and welfare of 
all mankind depend must be ever in our thought in dealing with 
immediate and difficult problems. The solution of each of these upon 
the basis of an understanding reached after frank and fair discus- 
sion in and of itself strengthens the foundation of the edifice of 
world progress we seek to erect; whereas our failure to approach 
difficulties and differences among nations in such a spirit serves but 
to undermine constructive effort. 

“Peace and honest friendship with all nations have been the 
cardinal principles by which we have ever guided our foreign rela- 
tions. They are the stars by which the world must today guide its 
course—a world in which our country must assume its share of 
leadership and responsibility.” 

The situation is one of such urgency that we require national 
solidarity and national cooperation if we are to serve the welfare 
of the American people, and indeed if we are to conquer the forces 
which today threaten the very foundations of civilization. 


HERBERT HOoveR. 
The White House, 
Dec. 19, 1932. 
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TEXTS OF THE HOOVER ROOSEVELT DEBT 
TELEGRAMS’ 


Washington, 5:35 P. M,, 
Dec. 17, 1932. 


Governor Franklin Roosevelt, 


Hyde Park, N. Y. 


My Dear Governor: 

As you have seen from the press, the position of the debtor 
government in respect to the Dec. 15 payments is now largely deter- 
mined. In accord with both your expressions and my own state- 
ments, it is the duty of the United States to survey and exchange 
views on these questions individually with some of the debtor gov- 
ernments. It is necessary to consider the character of machinery to 
be erected for this purpose. 

These problems cannot be disassociated from the problems which 
will come before the World Economic Conference and to some 
degree those before the Conference on World Disarmament. As the 
economic situation in foreign countries is one of the dominant de- 
pressants of prices and employment in the United States, it is urgent 
that the World Economic Conference should assemble at as early 
a date as possible. The United States should be represented by a 
strong and effective delegation. This delegation should be chosen 
at an early moment in order that it may give necessary considera- 
tion and familiarize itself with the problems, and secure that such 
investigation and study is made as will be necessary for its use at 
the conference. 

Beyond this such problems as the exchange of views in respect to 
debts cannot be accomplished in satisfactory manner through the 
ordinary routine of diplomatic contacts. Satisfactory conclusions 
can only be reached by free and direct round-table discussion with 
each government separately where agreement may be had upon fact 
and where conclusions can be reached. It has been an almost uni- 
versal practice in our government where unusual and vital questions 

7 Obtained from the Department of State, Washington, D. C. 
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are involved to appoint speciai delegations to undertake such dis- 
cussions. The routine machinery of diplomacy neither affords the 
type of men required nor car they give the time from other duties 
which such discussions requiré. 

While we must not change our established policy of dealing with 
each debtor separately—and, indeed, no other course could be enter- 
tained in view of the widely divergent conditions which exist in 
the different countries and the very different situations in which 
they find themselves—and while the decision heretofore reached 
not to consider the debt question at the coming World Economic 
Conference is a wise one, it seems clear that the successful outcome 
of the World Economic Conference will be greatly furthered if the 
debt problems can be satisfactorily advanced before that conference, 
although final agreement in some cases may be contingent upon the 
satisfactory solution of certain economic questions in which our 
country has a direct interest and the final determination of which 
may well form a part of the matters coming before the Economic 
Conference. 

It is desirable that such delegation should include members of the 
Congress in order that such intricate facts and circumstances can 
be effectively presented to the Congress. It is no derogation of 
Executive authority to choose members from that quarter. It might 
be well to consider whether this delegation should also embrace in 
its membership some of the old or new members of the delegation 
to the arms conference in order that these three important questions 
should be given coordinate consideration. 

If it were not for the urgency of the situation both at home and 
abroad and the possible great helpfulness to employment and agri- 
cultural prices and general restoration of confidence which could be 
brought about by successful issue of all these questions and the cor- 
responding great dangers of inaction, it would be normal to allow 
the whole matter to rest until after the change of administration, 
but in the emergency such as exists at the moment I would be 
neglectful of my duty if I did not facilitate in every way the earliest 
possible dealing with these questions. 

It is obvious that no conclusions would be reached from such dis- 
cussion prior to March 4, but a great deal of time could be saved if 
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the machinery could be created at once by the appointment of the 
delegates as I have mentioned. 

I shall be informing the Congress of the economic situation and 
of the desirability of the above proposed machinery for dealing 
with these conferences. I should be glad to know if you could join 
with me in the selection of such delegation at the present time or if 
you feel that the whole matter should be deferred until after March 
4. I believe there would be no difficulty in agreeing upon an ade- 
quate representation for the purpose. In such selection the first 
concern would be the selection of a chairman for the delegation. 


HERBERT HOovenr. 


Albany, N. Y., 8:50 P. M, 
Dec. 19, 1932. 


The President: 
The White House. 

Dear Mr. President: I have given earnest consideration to your 
courteous telegram of Dec. 17 and I want to assure you that I seck 
in every proper way to be of help. It is my view that the questions 
of disarmament, intergovernmental debts and permanent economic 
arrangements will be found to require selective treatment even 
though this be with full recognition of the possibility that in the 
ultimate outcome a relationship of any two or of all three may 
become clear. 

1. As to disarmament: Your policy is clear and satisfactory. 
Some time, however, is required to bring it to fruition. Success in 
a practical program limiting armaments, abolishing certain instru- 
ments of warfare and decreasing the offensive or attack power of 
all nations will, in my judgment, have a very positive and salutary 
influence on debt and economic discussions. 

2. As to the debts: If any debtor nation desires to approach us, 
such nation should be given the earliest opportunity so to do. 
Certainly in the preliminary conversations the Chief Executive has 
full authority either through the existing machinery of the diplo- 
matic service or by supplementing it with specially appointed agents 
of the President himself, to conduct such preliminary investigations 
or inquiries without in any way seeking formal Congressional 
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action. I am impelled to suggest, however, that these surveys should 
be limited to determining facts and exploring possibilities rather 
than fixing policies binding on the incoming administration. I 
wholly approve and would in no way hinder such surveys. 

3. As to the economic conference: I am clear that a permanent 
economic program for the world should not be submerged in con- 
versations relating to disarmament or debts. I recognize, of course, 
a relationship, but not an identity. Therefore, I cannot go along 
with the thought that the personnel conducting the conversations 
should be identical. 

By reason of the fact that under the Constitution I am unable to 
assume authority in the matter of the agenda of the economic con- 
ference until after March 4 next, and by reason of the fact that 
there appears to be a divergence of opinion between us in respect to 
the scope of the conference, and further by reason of the fact that 
time is required to conduct conversations relating to debts and 
disarmaments, I must respectfully suggest that the appointing of the 
permanent delegates and the final determination of the program of 
the economic conference be held in abeyance until after March 4. 

In the meantime I can see no objection to further informal con- 
ferences with the agenda committee, or to the carrying on of pre- 
liminary economic studies which would serve an undoubtedly useful 
purpose. 

I feel that it would be both improper for me and inadvisable for 
you, however much I appreciate the courtesy of your suggestion, 
for me to take part in naming representatives. From the necessity 
of the case, they could be responsible only and properly to you as 
President for the effective performance of their assignments, par- 
ticularly in matters calling for almost daily touch with and direc- 
tions of the Executive. I would be in no position prior to March 4 
to have this constant contact. 

I think you will recognize that it would be unwise for me to 
accept an apparent joint responsibility with you when, as a matter 
of constitutional fact, I would be wholly lacking in any attendant 


authority. 
FRANKLIN D. ROOSEVELT. 
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The White House, 
Dec. 20, 1932, 2:30 P. M 


Governor Franklin D. Roosevelt, 
Albany, N. Y. 
My Dear Governor: 

[ have your telegram expressing the difficulties which you find in 
cooperation at the present time. In the face of foreign conditions 
which are continually degenerating agriculture prices, increasing 
unemployment and creating economic difficulties for our people, | 
am unwilling to admit that cooperation cannot be established be- 
tween the outgoing and incoming administrations which will give 
earlier solution and recovery from these difficulties. 

If you will review my previous communications and conversations 
I think you will agree that while outlining the nature of the prob- 
lems my proposals to you have been directed to the setting up not 
of solutions but of the machinery through which by preparedness 
the ultimate solution of these questions can be expedited and co- 
ordinated, to the end that many months of delay and increasing 
losses to our people may be avoided. 

I fully recognize that your solution of these questions of debt, the 
world economic problems and disarmament might vary from my 
own. These conclusions obviously cannot be attained in my adminis- 
tration and will lie entirely within your administration. I wish 
especially to avoid any embarrassment to your work and thus have 
no intention of committing the incoming administration to any par- 
ticular policy prior to March 4. Even the exploratory work you 
suggest should be participated in by men in whom you have con- 
fidence, and I wish to facilitate it. What I deem of the utmost 
importance is that when you assume responsibility on March 4 
machinery of your approval will be here, fully informed and ready 
to function according to the policies you may determine. 

My frequent statements indicate agreement with you that debts, 
world economic problems and disarmament require selective treat- 
ment, but you will agree with me that they also require coordination 
and preparation, either in the individual hands of the then President 
or in the hands of men selected to deal with them and advise him. 
There is thus no thought of submerging the World Economic Con- 
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ference with other questions, but rather to remove the barriers from 
successful issue of that conference. 

With view to again making an effort to secure cooperation and 
that solidarity of national action which the situation needs, I would 
be glad if you could designate Mr. Owen D. Young, Colonel House, 
or any other men of your party possessed of your views and your 
confidence and at the same time familiar with these problems, to sit 
with the principal officers of this administration in an endeavor to 
see what steps can be taken to avoid delays of precious time and 
inevitable losses that will ensue from such delays. 

HERBERT HOoveER. 


Albany, N. Y., 9:45 P. M., 
Dec. 21, 1932. 


The President, 
The White House. 


Dear Mr. President: 

I think perhaps the difficulties to which you refer are not in find- 
ing the means or the willingness for cooperation, but rather in 
defining clearly those things concerning which cooperation between 
us is possible. 

We are agreed that commitments to any particular policy prior to 
March 4 are for many reasons inadvisable and indeed impossible. 
There remains, therefore, before that date only the possibility of 
exploratory work and preliminary surveys. 

Please let me reiterate not only that I am glad to avoid the loss 
of precious time through delay in starting these preliminaries but 
also that I shall gladly receive such information and expression of 
opinion concerning all of those international questions which be- 
cause of existing economic and other conditions must and will be 
among the first concerns of my administration. 

However, for me to accept any joint responsibility in the work of 
exploration might well be construed by the debtor or other nations, 
collectively or individually, as a commitment—moral even though 
not legal, as to policies and courses of action. 

The designation of a man or men of such eminence as your 
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telegram suggests would not imply mere fact-findings; it would 
suggest the presumption that such representatives were empowered 
to exchange views on matters of large and binding policy. 

Current press dispatches from abroad already indicate that the 
joint action which you propose would most certainly be interpreted 
there as much more of a policy commitment than either you or I 
actually contemplate. 

May I respectfully suggest that you proceed with the selection of 
your representatives to conduct the preliminary exploration ne- 
cessary with individual debtor nations and representatives to discuss 
the agenda of the World Economic Conference, making it clear 
that none of these representatives is authorized to bind this govern- 
ment as to any ultimate policy. 

If this be done, let me repeat that I shall be happy to receive 
their information and their expressions of opinion. 

To that I add the thought that between now and March 4 I shall 
be very glad if you will keep me advised as to the progress of the 
preliminary discussions, and I also shall be happy to consult with 
you freely during this period. 

FRANKLIN D. ROOsEVELT. 





